
Itapqn•• - To appreciat. the di.tinction thatKCI a••erts is

artificial. consider a .1IIpl. eUliple frOil out.ide the

r.ala of regulation or .cono.ic.. Suppo•• you ar. planning

to take a 500-.ile trip by car and you are conc.rned about

how lona the drive will take. 'nIe length of t1Jle will

dep.nd on the w.ather. road constructions alona the way,

traffic, accident. alona the way, wh.th.r your car has

_chanical troubl., and .0 on. Owing to the varioua

unpr.dictabl. factor., any for.cast of the duration of the

trip ..y vell b. in .rror by an hour or mor•.

Now 'UPPO" that in planning your trip you want to know how

-..ch drivina t1lll you can ••ve by packing lunch to .at

while drivina. If lunch at a fut food re.taurant take.

about half an hour. you ••t1Jlat. that packina lunch sav••

about half an hour. this inforMd gue.. can be ..de

without havina to (1) pr.dict the ov.r.ll duration of a

trip that include••toppina for lunch; and (2) predict the

overall duration of a trip that doe. not include .topping

for lunch. You can avoid all of the coaplicating factor.

involv.d in trying to pr.dict the ov.rall duration of the

trip. Th. pr.diction of the .ff.ct on duration of .topping

for lunch ..y not b••xactly right. (Inde.d if you pack

bmch rather than .top for lunch, you will never know if

your pr.diction wu right.) Howev.r, the for.ca.t .rror of

the .ff.ct of .topping for lunch is likely to b. IlUCh

_ll.r than the for.cut .rror for the ov.rall duration of

the trip.

Ttli. 'Ullpl. illuatrat•• that when ••tillating the .ff.ct on

a variable c.ua.d by a p.rticular ev.nt, it is not

nec••••ry to for.cast the actual value of that variable.

Ttl. Godwins lIOdel calculat.. the .ffect of SFAS 106 on

GNP-PI without having to for.cut the actual lev.l of

GNP-PI.
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''tit Cggtj.peiAD ­
(Pag. 10)

".ppp.. -

·S.cond. Godwina offer. no ••thodo10gy to te.t the validity
of th. macroeconoaic model'. r ••ult•... lf the model
par...ter. and equationa do not adequat.ly de.cribe real
world data, then any predictiona it give. are of little
value.·

Th••e c~nt. rai•• two ••parat. que.tiona: (1) do the

~1'. par...t.r. and .quationa adequat.1y de.crib. real

world data? and (2) ho" can one t ••e the validity of the

~l'. r ••u1t. about the 1IIpact of the introduction of

SFAS 106? In anav.r to the fir.t que.tion, the 1IOde1'. key

par...t.r. do de.crib. r.al world data. Th. inpuc. to the

modal conai.e of 6 nu.erical par...t.r.. Two par...t.r•

• uur. the .hare of labor co.t in total co.t, and the

b...line value. of th... par...t.r. "ere cho••n to match

the actual .har. of labor co.t in total co.t in the Unit.d

Stat... One par_t.r ...ur•• the .har. of private ••ctor

..,loYMnt cover.d by SrAB 106 b.nefit., and the value of

Chi. par...t.r " .. cho••n to r.n.ct the fact that of the

95.8 aillion private ••ctor IIIploy.... 30.7 mUlion ar•

• lilihl. to have a portion of their .dical co.t. in

r.tir_nt aet by th.ir IIIploy.r'. _dica1 plan, .ubject to

SFAS 106. A fourth par_t.r .uur.. th. perc.ntag. by

which SFAS 106 dir.ct1y iner..... the labor co.t. of

IIIploy.r. that off.r po.t-r.t1r_nt aed1cal b.nef1t•. n.e

b...line value for thb par_t.r "a. ba••d on the

.at.naive actuarial .tudy in the Go4vina Report. A fifth

par...t.r i. the "ag••luticity of labor .upply, and a.

eli.cUl••d on pag. 30 of the Go4vina Report, the value of

Chi••luticity " .. b...d on a pub1i.hed ,~, by Mark

R. Killingavorth, of the .xtenaive econa_tric literature

on the .luticity of labor .upp1y. A .ixth par_t.r, the

pric. .1uticity of deuncl, "u not bu.d directly on a

.p.cific ••t of data or a .p.cific .et of Icono_tric

.twli... How.v.r, .conaaetric .twlie. of de..nd for

varioUl gooda t.nd to find price el..ticitie. on the order
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of one, or s..ller. (For ex-.ple, on page 16 of it. report

.~itted in oppo.ition to the direct ca.e., ITI cite. a

price elasticity of deund of 0.723 for interstate .vitched

acce•• , in a study by J. Gatto et. a1. of AT&T.)

Exper1llentation vith the IIOdel revealed that (1) the

re.u1ts of the IIOdel are not very .ensitive to the price

elasticity of deund; and (2) higher value. of the price

elasticity of ...nd tend to increa.e the calculated 1IIpact

of SFAS 106 on GNP-PI. To guard alalnst under.tating the

t.pact on GNP-PI of the introduction of SFAS 106, it va.

decided to use a value for thi. par_ter that likely

over.tate. the true value, .0 a value of 1.5 vas used in

the baseline ca.e, u explained on page 29 of the Godvins

Report.

'l1le .econd que.t ion , which concerns te.ting the IIOdel'.

renlt. about the Wpact of SFAS 106, is a conceptual

que.tion that would confront .. IIOdel, not just the

GodIriu "1, used to e.tt.&te the _act of SPAS 106 on

GIP-PI. As AT&T point. out on pale 10, -there is no vay to

independently verify by ob.ervation the true change in

GIP-PI due to SFAS 106 even after SFAS 106 goes into

effect. - Thi. quoted .entence i. correct, but notice that

this .entence is independent of the choice of a IIOdel. As

explained in the May, 1992 Goclvins lle.ponse to Paragraph 16

of the FCC Order of Iave.tiption and Suspension (p. 7), it

i. iIIpo••ible to directly ob.erve the 1apact of SFAS 106 on

GIP-PI, even after the fact, because we have no vay to

directly ob.erve what GIP-PIvould Mve been in the ab.ence

of SFAS 106. Thi. probl.. i. faced by predicted change.

bued on econo..tric IIOdel. a. vell a. change. ba.ed on

quantitative clu.ical general equilibriua IIOdel., such as

the one used in the Godwiu Report.

·26·

-------------~$---



AT&T (p. 10) goes on to point out that ".tandard econo.ic

practice i. to perfora te.t. whenever a aodel is based on

estiaates to .ee how closely the IIOdel .irrors actual

data.· For exuple, large-scale co_rcial econo.tric

forecuting IIOde18 are designed to forecut the value. of

varioua ..croecono.ic variables. Then the actual value. of

the.e variable. are coapared to the value. forecuted by

the IIOdel, and the difference between the actual and

forecasted values 18 called the foreca.t error.

Statistical properties of forecut errors, .uch as the root

_an .quare error or the _an absolute forecast error, are

then calculated. Althouah- thb statbtical analysb of

forecut. i. coaaonly applied to large-.cale econo_tric

lIO_ls, one should not be .bled into thinking that these

analyses can test the validity of a IIOdel's prediction

about a change in a ..croeconCNaic variable (such as

GlIP-PI), when s~ upect of the ao_l 18 changed (such u

the introduction of srAS 106). Stati.tical properties of

forecast errors can be used to te.t the accuracy of

spglitiQMl forecut.", but do not acIclress the que.tion of

the 110_1' s accuracy when predicting the effect. of &

change in the IIOdel' s inputs.

Ve are faced with a choice between a quantitative clusical

le.ral equilibrb.. IIOdel of the sort used in the Goclvina

Ileport and a larle-seale c~rcial econoaetric forecuting

aodal. Neither type of 1IOde1 has been tested for the

validity of the predicted aacroecono.ic effects resulting

frc. the introduction of SFAS 106. Both type. of 110_18

17 ee.tiaa.l __ 'wI .... val.- of vuiauI iapuII to die aaIIl, ad thus ..

-CCDliaa.l- ma _".. future wa-.
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"fit" their key par...ters to real world data:

quantitative classical general equilibriua IlOclela base

their parameters on independent econo..tric studies and/or

calibration of certain parameters to make the values of

certain variables match .ctual data; econometric IlOdels

estt.&te the values of their par...ters econo..trically.

lIlich type of IIOCIel should ve uae1 The Godwins 1leport

lhts five desirable criteria for a aodel to be uaed to

study the 1JIpact of srAS 106 on GRP-PI. The quantitative

classical aeueral equilibriua aodel in the Godwins a.eport

satisfies all five of these criteria, but as explained in

the May, 1992 Godwins a.esponse to Paraaraph 16 of the rcc
Order of Investigation and Suapension, larae-scale

c~rcia1 econo..tric forecastina aodels fail to satisfy

at least two of these criteria.
•
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B. Stp.itiyitT

AT&T rais.d thr•• que.tions about the s.nsitivity of the r ••ults.

,.t cm.ptigp ­
(P'I' 10)

"'POU' -

-Third, th. v.lidity of the ..cro,cOllOllic IIOdll ia furth.r
c.ll.d into qUl.tion b.c.u.. of th. Ir••t ••~itivity it
.xhibit. to chana" in ...~tiona. For ':ullpl., .It.ring
the b•••line ...~tion of labor .l..ticity fra z.ro to an
.l..ticity of 0.1 iner..... the lap.ct on GNP-PI by IIOr.
than 400' (. 0.0642' lap.ct v.. th. 0.0124' b... CII.
lap.ct.)-

In jud&ing wh.th.r the diff.r.ne. b.t:v••n 0.0124' and

0.0642' ia l.rg., it ia iaportant to look .t the "lIlitudl.

involv.d. Both of th••• lNIIb.r••r•• tiny fr.ction of 1

p.rc.nt. True, th. l.rg.r of th... two nWlb.r. ia 5 tial.

.. l.rl' •• th. ...ll.r m.ber, but both of th••• nuab.r.

art ••••nti.lly z.ro, and fiv. tt.l. z.ro i ••till z.ro.

To ••• that th.r. i. no ••••nti.l diff.r.nc., .uppo•• that

in the ab••ne. of srAS 106, GNP- PI would haY! • v.1Ul of

125.0. A 0.0124' iner.... would r ••ult in • GNP-PI of

125.0155, wh.r... • 0.0642' iner.... would r ••ult in •

GNP-PI of 125.0802. GNP-PI ia only r.port.d to one deciJlal

plac., .0 the .ll.g.d -gr••t ••naitivity- .-Gunt. to the

diff.r.ne. b.twe.n 125.0 and 125.1 for GNP-PI. Rath.r than

looking unatabl., the r ••ult••pp••r r'eerkably robu.t to

thi. chang. in p.r...t.r v.1Ul.

IDlt••d of focu.ing on the "Dlitivity of the GNP-PI

.ff.ct, one msht want to foca on the p.rc.nt.g. of

additional SFAS 106 co.t. -to be ..t fro. oth.r .ourc••­

r.port.d in colu.ns h.aded (c) ln the ••nsltlvlty .nalysia

on p.g. 41 of the Goc:lvl~ lleport. Thia nuab.r 11 the

-botto. line- mmb.r. As .hovn on PII' 41, ln the b•••lin.

C"', th. portion of .dditional srAS 106 co.t. to b. m.t

fro. oth.r .ourc.. ia 84.8'; incr•••lng the labor supply
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WT cqpt;gtf.qp ­
(Pale 11)

"·POP·e -

eluticity to 0.1 reduce. thh nUJlber to 84.U. Again, the

re.ult. are r ...rkably robuat.

"Moreover. Goctvina' analy.h looa at chanle. in par.-ter
value. on a 'one at a tt.8' ba.i. (p. 38)."

Section IV of the Goctvina "port i. devoted entirely to

.enaitivity analy.ia, ancl it pre.ent. two table. of re.ult.

(pale 39 and pale 41). The table on pale 39 focuae. only

on the .enaitivity of GNP-PI to chanle. in par_ter

value., ancl exaaine. the.e chanae. in par_ter value. one

at a tt.8. However, the table on pale 41, which .~rize.

the .enaitivity analy.i. for the overall re.ult., doe. ~

look at par_ter chanae. one at a tt.e.

Why doe. the table on PAle 39 focua on chanae. in par_ter

value. one a tt..? It.u recoanized at the out.et that

there are 648 po••ible c~inationa of par_ter value•. ­

lather than srind throup all of the.e cabinationa, it .a.

decided to fir.t exaaine the effect. of chanae. in

Par_ter value. one at a tt.. to learn which par_ter.

haw the larle.t t.pact on GNP-PI. M .hown on pale 39,

the direct t.pact on labor co.t. in .ector 2 and the labor

.upply eluticity are the two par_ter. for which GNP-PI

exhibits the .st .enaitivity. Then, havins learned that

GNP-PI exhibits the Ireate.t .enaitivity to the.e two

par_ter., the .enaitivity analy.ia for the overall

re.ult. on pale 41 exaaine. all cOilbinationa of the.e two

par_ter•.

II '"""hI'" ~ ...aa.tw-..... . d:
2 01 " ••city 01 d di
3 VII.- of ia toIlIl COlI, -=ear Ii
3 VII.- of IIbor ia COlI, IICtGr 2;
3 VII.- of fIIIcacIl of .....,.. iD .-or 2;
3 VII.- of cIinet iIapa _ .... oc-. iD -=- 2;
4 vaI_ of labor lappl, tIIIIIicity

'I'baa, &ben are 2 x 3 x 3 x 3 x 3 x 4 - 641 CCJIIIW..... of ....... val...
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,M., Cope.ci9P ­
(Page. 12-13)

It .till do•• not s••• to be worthwhile to grind through

all 648 coabinations , but, in re.ponse to AT&T's co...nt,

additional sensitivity analy.i. w.. perforaed to explore

p.r_t.r value. that le.d to low value. of the p.rc.ntag.

of additional SFAS 106 co.t. to be met fro. other source.

(which is 84.8' in the b..eline c..e). The additional

••nsitivity analy.is w•• perforaed •• follo".: Four of the

p.r_t.r. ".r. each ••t .t the v.lue th.t led to the

lars••t incr.... in GNP-PI when the p.r_t.r. were varied

ODe .t a tiM. (Pric••l ..ticity of deaand - 3.0; .hare of

labor co.t. in total co.t, ••ctor 1 - 0.78; .har. of labor

co.t. in tot.l co.t, ••ctor 2 - 0.78; initi.l fraction of

labor .lIploy.el in ••ctor 2 - 0.4.) Whil. the.e four

par_ter. ".r•••t at v.lue. that "incliviclually contribut.el

to the l.rs••t lIIp.ct on GNP-PI, .ach of the four v.lue. of

the labor .upply .l..ticity ".. .xaaineel in cOllbination

with .ach of the thr•• v.lue. of the elir.ct illpact on labor

co.t. in ••ctor 2. The r ••ult. of thi. additional

••nsitivity analy.is .r. r.port.el in Appenclix c. Notice

that the lowe.t value obt.ineel for the p.rc.ntas. of

additional SPAS 106 co.t. to b...t fro. oth.r .ourc.. i.

60.1' . This n~r ".. obtaineel by cOllbining unlikely and

.xtr.. value. of .11 6 par_t.r.. Th. chance that all 6

of th... par_t.r. .1aultaneou.ly take on .uch .xtr...

value. is ••••ntially nell1Sible. Wh.r.a. the finclinl in

the ~ins iaport that 84.8' of .dditional SFAS 106 co.t•

••el to b. ..t fro. oth.r sourc.. .hould b. res.rdeel a. a

coaa.rvativ•••tiaat., the 60.lt figure shoulel b. r.gardeel

as an unr••listic.lly low undar••tiaat. of the .-aunt

r.quiring r.covery fro. oth.r .ource•.

-lec.ua. the SPAS 106 accrual i. inher.ntly iapr.ci.. and
....ur..nt of it. illpact on the .conoay is extre..ly
difficult to •••••• , it is not po••ibl. to preelict the full
.xt.nt that SFAS 106 will aff.ct price. in the econoay
I.nerally (a. both Goclwins ancl NEllA att.llpt to do).*­
[footnote o.itt.d]
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"gem" - The Godwins Report explicitly recognizes that there are

uncertainties a••ociated with the calculation of the

effect. of the introduction of SFAS 106, and deal. with

the.e uncertainties in two ways: (1) whenever a decision

needs to be ..de about the nuaerical value of so_ data or

par...ter, the Godwins Report alvay. attellpts to err on the

.ide of over.tating the 1JIpact on GNP-PI of the

introduction of SFAS 106. In the ..croecono.ic analysis,

thi. conservative approach i. repre.ented by the choice of

baseUne value. of the price elasticity of deIIancl and the

labor .upply elasticity that are likely to be higher than

the true value. of the.e par...ter., a. explained on page.

29 and 30, re.pectively, of the Godwins Report. (In the

actuarial analy.is, this .... conservative approach is

noted in footnote 4 on page 16 of this Report.) This

conservative approach lends additional support to the

finding that SFAS 106 vill have a tiny effect on GNP-PI,

because even the ...11 effect predicted by Godwins is

probably an over.tat_nt of the true effect. (2)

RecopUzing the uncertainty as.ociated with the data and

par...ters, Godwins devoted an entire .ection of it. report

(Section IV) to .ensitivity analysi.. Again, the

.ensitivity analy.is lends additional support to the

conclusion that the introduction of SFAS 106 ha. only a

tiny effect on GNP-PI.
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c. p.tai1. of Sp.cifiCitigp of th. Kacro'C9Dgeic 104.1

KCI rai••d thr•• que.tiona conc.rning the detail.d .p.cification of the .odel.

JeI Cgpttptigp ­
(Pag. 32)

"'POP" -

FI CqpCUtlF .
(P'I' 33)

"aRAP" -

KCI ....rt. that the USTA .odel a••uae. aaong oth.r things
"perf.ct sub.titutability of capital and l.bor."

'111is ••••rtion is pl.in wrong. '111• .o.t co.-on ....ur. of

the .ub.titutability of c.pit.l and labor is the .l..ticity

of .ub.titution b.twe.n c.pit.l and labor. "P.rf.ct

.ub.titut.bility" de.crib.. the .ituation in which the

v.lue of this .l••ticity of .ub.titution is infinit.. In

the USTA aodel. the v.lue of this .l..ticity of

substitution is .qual to one. r.th.r than infinity. ..

iJapli.d by KCI', ••••rtion.

•
Mel .t.t•• (corr.ctly) that the IIOdel "ha. no int.rnational
••ctor."

Ivery .col'lOllic IIOcltl is ••illplific.tion of r ••lity. As.

practic.l ..tt.r•• usable .adal .uat ignore aany a.p.ct.

of r ••lity. The .kill in buildiUS • lood aodel r ••t. in

iDCludiUS tho••••pect. of r ••lity that .r. quantit.tiv.ly

iJaportant for the i ••ue. b.iUS .tudi.d. .nd in ignoring

tho.. a.p.ct. of r ••Uty that .r. 1... quantit.tiv.ly

iJaportant for thl is.ue. b.iUS .tudi.d. Da.pit. all the

att.ntion that int.rnational traclt and foreign co~etition

r.c.iv. in the pr.... it muat b. r ...ab.red that

int.rnational trade i. a ...11 part of u.s. GNP. In 1991,

ntt .xport. w.r••qual to 0.5. of GNP in the u.s. (net

.xport. w.r. negativ., .0 it is the ..gnitude. or ab.olute

value, of n.t .xport. that wa. 0.5' of GNP). Evan looking

at gro.. trade flow. rath.r than the net flow. imports

account.d for only 10.9. of GNP, and .xport. account.d for
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Jet Cgaewism ­
(Pale 33)

"'pmye -

only 10.4' of GNP in 1991. 'Thua, the incluaion of an

international s.ctor did not s... important to study the

1IIpact of SFAS 106, and th.r. is nothing convincing in the

Mel stat••nt that would 1.ad to r.vising this judpent.

"F1nally, althou&h the IIOdel is attellpting to r.vi.w a
clyDaaic pheno.anon, the structure of the IIOdel is static in
fora."

lather than being a ..&knell, the .tatic nature of the

__1 is a virtue. There is quite a bit of disagr•••nt

AIIOng ..cro.conoaist. about the short-run dynaaic b.havior

of the ..croeco~, and indeed .cono.i.ts •••• to have a

lot of trouble predicting .hort-run dynaaic b.havior, such

as turning point. in the buaine.. cycle. I.cauae the

prediction of short-run ..cro.conoaic behavior i. .0
difficult, it was decided to avoid thi. ta.k, and instead

to analyze the ultiaate eff.ct. of SFAB 106 when the

eco~ r.ache. a new equilibriua. A .tatic IIOdel, which

.1IIply avoids difficult .hort-run dynaaic., i. appropriate

for analyzing the ultiaat. .ffect. of the introduction of

SFAB 106. AI stated in the Goclwins Report (p. 26), "'Th.

IIOdel is be.t viewed as a long-run IIOdel that fully

incorporate. the .ff.ct. of SFAB 106." An additional

advantage of focusing on the "long-run" or full .ff.ct of

SPAB 106 is that it probably overstat.s the short-run

1IIpact on GNP-PI of th. introduction of SFAB 106 b.caua.,

ow1q to various lap in the .conollY'. adjuataent proc••• ,

.hort-run .ff.ct. are generally ...ll.r than long-run

effect.. 'nIis likely overstat.-nt of the 1rIpact of SFAS

106 is consistent with the cons.rvativ. approach of the

Goclwins Report, which is to guard against understating the

iJlpact on GNP-PI of SFAS 106.
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D. "'19M' tp c· pt, pf Ip4tptpdtDt lacrO'cppoal.t on tilt Ip4tl
1M it' "wt,

Th. stat••nt b.low r.pr•••nt' the .nt1r. co_ntlry on the IIIcro.conoaic IIOdel

by an 1ndep.ndent .conoaitt .nglg.d by Kel.

MGt ,gra,p) ­
(Pig., 8-9)

...,... -

-The USTA ,eudy 11'0 pr•••nt. I aacrO'conoaic ~l to
••tillat. the .ffect of srAS 106 on the GRP Pric. Index
(QIP-PI) to ••• what fraction of co.t, will b. r.cover.d
via the iner.... in GlIP-PI. The aacro.conoaic ~l it
theor.tically corr.ct, but I very highly ,1IIplifi.d and
••tract ~l of the U. S.•conollY. ror 'XUlpl., there ar•
..~d to b. only two Igr.pt. factor. of proclu.ction,
total clpital and total labor, and the whole .cODOllY it
..~d to b. perf.ctly cOllp.titive. H.ne., the true
.ff.ct of srAS 106 on the GRP-PI uy b. ,ipificantly
diff.r.nt (in a .tatittical ••••., though probably not in
order of IIIpitude) than the figure of 0.0124' that i,
pr•••nt.d. Th. true eff.ct on the Iv.rlg' wag. rlt. in the
.conoIIY Illy llaO be very diff.r.nt than what the v.ry
.1IIpl. ucro,coDOllic _del pr.dict., both in t.ru of
.tati.ticil significance and in t.ru of order of
-.pitude.-

'l'hi. .tat_nt it clearly and car.fully writt.n by Allan

Dru.n, I vell-r••p.ct.d .conoai.t. Th. r ...rka b.low are

pr•••nt.d to h.lp non-.conoai.t. int.rpr.t .011I of the

.conoaic jargon \lI.d by Dru.n.

Dru.n', ....rtion that the -ucrO'conOllic _del 11

theor.tically corr.ct- .hould b. r.garded I' prai•• , ,1nee

thit j~nt COllI. frOll I ucro.cono.itt who hAl publith.d

..ay of hi. own th.or.ticil ~l.. To an econoai.t, the

.tat_nt that the IlOdel it th.or.tically corr.ct indicat••

that the b..ic ,coDOaic. underlying the IIOdel it ,ound, and

that the ..thIMtiCll fOrllUlltion of the IIOdel 11 an

approprilt. foraalization of the .conoa1cs.

Although Dru.n c.rtifi.. the _del a. th.or.ticilly

corr.ct, h. point. out that it i. -very highly sillplified

and Ib.trlct. - Wh.th.r -v.ry highly .illpl1f1ed and
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ab.tract- is • virtu. or a vic. dep.ncls on the b.n.fit. and

dr.wb.cx. •••oci.t.d with .t.plific.tion and .b.tr.ction.

In thb C"., sillpl1fic.tion and .bstr.ction has the

b.nefit of .llowing the model to b. • tr.ct.bl.

r.pr•••nt.tion of the t.portant .conoaic ph.noMna

...oci.t.d with an incr.... in labor costs, such as that

a.soci.t.d with the introduction of SFAS 106. In .ddition

to promoting tr.ct.bility, the st.p1ific.tion avoids the

po.sibi1ity that irr.l.vant cOllplic.tions so..how

cont..inat. the model's r.sult•.

Oraz.n's stat...nt focus.. on the dr.wb.cx. of

.1IIpllfic.tion and ab.tr.ction in thb c.... M will be

.xpl.in.d b.low, a c.r.ful r ••dilll of Oraz.n' s st.t...nt

indic.t•• that h. thinks that, de.pit. the st.plific.tion

and .b.tr.ction, the Goclwins model produc.d ••••nti.lly the

riFt answer for the .ff.ct on GNP-PI. but h. baa .c.e
doubt about the .ff.ct on the w.l. r.t•.

The key to UDder.tanelina Oraz.n'. .tat...nt 1i.. in the

par.nth.tic.l .tat_nt in the quote -..y b••ignificantly

diff.r.nt (in ••tatistic.l ••ns.. though prob.bly not in

order of ..gnitude) -. Econoa1.ts oft.n dbtingubh b.tw••n

two conc.pt. of significanc.: statbtic.l .ignificanc. v•.

• conoa1c .ignificanc.. For instanc•• the true .ff.ct of

.a.ething i. s.id to b. .tati.tic.lly significantly

diff.r.nt"froa the ••tlJlat.d .ff.ct if .conoaetric and/or

.tati.tic.l analy... indic.t. that we can have • high

degr•• of confidence (usually 95' confidenc.) that the true

.ff.ct is diff.r.nt froa the ••tllut.d .ff.ct. It 18

po••ibl. that the ••tlJlat.d .ff.ct 18 v.ry clo.. to the

true eff.ct. and y.t .t.ti.tic.l and/or .cono..tric _thods

..y det.ct ••t.t18tic.lly .ignificant diff.r.nc.; in this

c•••••conoai.t. would de.crib. the diff.r.nc•••
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statistically

significant.

significant, but not econo.ically

Drazen's state..nt indicates that the true effect of SFAB

106 on GNP-PI aay be statistically significantly different

- - but not econo.ica11y significantly different - - fro. the

effect estiaated by the Godviu lIOeMl. He states that the

true effect on GNP-PI is probably not different, in order

of aagnitucM, fro. the 0.0124' effect estiaated by Godviu.

'lbat is, the order of aagnitucM of the Godviu estiaate is

tiny, and Drazen does not dispute the findinc of a tiny

effect on GNP-Pl.

The calculated effect of SFAB 106 on the wale rate is

a~st two oreMrs of aagnitucM larler than the calculated

effect on GNP-PI, and Drazen sugests that the true effect

on the wage rate aay differ froa the calculated effect,

both in teru of statistical sipdficance, and in teru of

oreMr of aagnitucM. However, he does not indicate whether

the effect calculated by Godviu is likely to be too larce

or too saa11.

To s~rize, Drazen' s r ...ru about the aacroecono.ic

results of the Godviu Ileport serve as auch to bolster the

results as to challenae th_. Drazen pronounces the

aacroeconoaic IIOdel to be theoretically correct and he

notes, but does not challenge, the finding of a tiny iapact

on GNP-PI. Finally, he doe. not indicate whether his

doubts about the effect. on the wage rate would lead hia to

expect a larler or a saaller effect than is found in the

Godviu Report.
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I. "'.pop" to Ad Roc q••r.
Th. critic15.. of th. aacro.conOllic analy.15 in th. Godvina R.port pr•••nt.d

in Th. Oppo.ition of the Ad Hoc T.l.co.-unic.tiona U••rs Co..itt.. to Dir.ctc.... i. .imply a s~ry of critici.....de in • r.port pr.p.r.d by ICOnoaiC8

and T.chnology, Inc. (ETI) for the Int.rnational Co-.mic.tiona AI.oci.tion. To

avoid r.petition, w. will not ..p.r.t.ly r ••ponel to the Oppo.ition of the Ad Hoc

T.l.co-.mic.tiona U••r. eo.titt•• r.port, and to the ITI r.port. Inat••d, w.

will r ••ponel only to the ITI r.port. R.~oncling to the ITI r.port pr•••nt••

•p.ci.l chall.ng.. Unlike the oppo.itiona fil.d by AT&T, Mel, and the r.aaincler

of the Ad Hoe U••r. filing, th. r.port .ubaitt.d by ITI 15 unprof•••ional in both

it. ton. and it••ub.tauc.. Wh.n r ••ding the ....rtiona that .pp••r inat••d of

r •••oned .conoaic analy.i., one wondlr. why ITI cho•• to writ. the r.port thi.

w.y. ll•• it the r ••ult of an inability -to under.tand the .conoaic analy.15 in

the Godvina R.port, or w•• it the r ••ult of • deliber.t••tt'lIpt to a1sr.pr•••nt

and d15tort the r.port? Reg.rdl••• of the r ...on, ITI'. r.ckl•••••••rtiona have

b••n .nt.r.d into the r.cord, .0 it i. n.c••••ry to ••t th.a .tr.ight.

ITI ....rt. on p.,. 13 of it. r.port that the Go4vina R.port containa .t

l •••t .ix f.t.l fl.w.. The fir.t .ll.g.d f.t.l fl•• de.la with the role of

c.libr.tion, and the r ...ining five .ll.g.d f.t.l fl... .r. nu.b.r.d 1 - 5 on

p.g. 15 of the ITI r.port.

UI Cqp1jtpliipp ­
(P.g. 14)

-In the Godvina ~l, the key IlUIIbtr. which det.raine the
r ••ult. art .t..ply inv.nttd. Th.y .r...de up•... A quote
froa Appendix C-5 of the Godvina R.port illuatr.t•• the
proc••• :

The 80Ml i. c.libr.ttcf .0 that in the ab••nc. of
rAS-106 it yi.l41 an .lloc.tion of labor .cro••
••ctor•... It 15 .1.0 c.libr.ted .uch that in the
ab••nc. of FAS-106, .11 noainal pric•••r••qual to
one . - ['lIpha.15 .ddtd by ITI]
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b.pop.. . S.v.r.l co...nts .re in order. First. l.t's look at what

ETI o.itted fro. the quoted p....g. fro. the Godvina R.port

wher. the ellip.i••pp••r••ft.r "labor .cro••••ctor•. "

'l1l. following words w.r. left out: "that Mtch•• the actul,l

a11gsatiOD of 1.bor .cro•• s.ctor•. " [e1lphasis added] Now

why w.r. th••• nine words o.itt.d by BTl? C.rt.in1y not

b.caus. th.y took up too INCh .xtr••pac.. And sert.inly

not b.c.us. th••• nine words w.r. not g.rune to the point

ETI wu trying to 1I&ke. Quit. the contrary--th••• nine

words indic.t. that the nUllb.r. w.r. not JUde up or

invent.d; the maIIric.l v.lue. of the p.r..t.r. w.r.

cho••n .0 that the .har. of worker. .ligibl. for SFAS 106

b.nefit. in the IIOde1 yguld .Ptal the AStuI,l .bar. ip the

u. S, .sgMU. That is. th••• nine words prove the oppo.ite

of ITI' •••••rtion. and ITI .i1Ip1y cho•• to suppr••• the•.

S.cond. the P....I. quot.d froa the Godwina R.tport .t.t••

that in the initi.l equilibriua, b.for. the introcluction of

srAS 106, .11 noainal pric•••r•••t equal to ont. It

..... that the .uthor. of the ITI r.port r'l.rd this •• an

illVlnt.d nuaber. However. ther. is • diff.r.nc. b.twe.n •

pric. index and the price of • .p.cific good ....ur.d in

local curr.ncy. GlfP-PI is • pric. index. and like .U

index•• , ••ingl. .pecific ~rlc.l v.lue of the index is

..aningl•••• unl••• the .c.l. or bu. i ••p.cifi.d. Th.

v.lue of an index in • bu. y.ar i ••ntir.ly .rbitr.ry, and

to II&kt the int.rpr.tation of the lNIIb.r••!llpl., the price

iDdax.. w.r. nol'lltllz.d .0 that the price index in the

initi.l .ituation had • v.lue of one. 'l1l. conc.pt of

nol'lltliz.tion .hould b. faaili.r to anyone with gr.duate

tr.ining in .cono.ic.. and th.r. i. no ..aningful ••ns. in

which nol'lltllz.tion .hould be int.rpreted a. "inv.nting

nWlb.r•. "
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Third, ITt italicize. the word "calibrated" twice in the

quoted pa••age, u if to eapha.ize that "calibrated· aeans

·invented· or "..de up.· The problem is that the authors

of the ITt report do not appear to know what calibration

is. They a.k the que.tion on page 14: ·What is this

calibration?· Then they a••ert that calibration doe. not

involve real econoaic data, and th.y cite as proof the fact

that the t.ra calibration i. not u..d in .tandard

.co~tric. t.xtbooks. Th. problea i. that the author.

looked in the wrong place to find out about calibration.

The rilht place to look i. in the macroeconoaic.

lit.rature, in particular the burgeoning lit.rature on

quantitative general equllibriua macro.conoaic IIOdela. An

influential pap.r that u... calibration and is alr.ady

becoming a cla••ic in this lit.rature i. Edward C.

Pr••cott'. ·Theory Ahead of Bu.ine•• Cycle !lea.ure.nt,·

Oyart.rly lIyin, F.deral Re.erve Bank of Kinneapolis, Fall

1986, pp. 9-22. Calibration is at the frontier of

quantitative macro.conoaic. and has not y.t filtered into

aany undergraduate textbooks. However, calibration is

de.cribed in Chapter 11 of lIasrp,spMlliS. by Andrew B. Ab.l

and Ben S. Bernanke, Addison-W••ley Publishing Co., 1992,

a book co-authored by one of the author. of the Godwins

Report and u.ed at dozens of leading college. and

univer.itie•.

Calibration is an alternative .thod to dir.ct ecotlOllltric

e.tt.Ation for shoo.ina nuaerical value. of paramet.r. in

a aacroeconoaic IIOdal. In calibrat.d model., nuaerical

value. may b. based on econo.tric e.tiaation of

aicro.conoaic data and/or they may be cho.en .0 that

variable. in the IIOdel match actual value. of real econoaic

data. Both of the.e technique. were used in the model in

the Godwins Report. For instance, the paraaeters of the
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production functions w.re calibrated so that the share of

labor co.t in total co.t match.d the actual .hare of labor

in total co.t in the U. S. econo.y. Contrary to the

....rtion in the fir.t paragraph on page 14 of the ETI

r.port [-Anoth.r key factor, the labor .upply ela.ticity,

the r ••pons. of labor .uppli.d to r.al wag. change., is

...u.ed to be 0.00, again a nu.ber .iJlply invent.d for the

purpo... of th.ir report. - ], the value of the labor .upply

.l..ticity v.. b...d on a ~ltitude of .couc.etric .tw.ti••.

The fir.t coapl.t. paragraph on pag. 30 of the Godwins

Report di.cus... the .u.aary by Mark R. Killinasvorth of

the .xt.nsi~ .co~tric lit.ratur. on the el..ticity of

labor .upply. Each of the many .tudi.. finds diff.r.nt

rn.-erical value. for this eluticity, and it .....

pointl... to try to pick one of the ••tt.&t.. in one of the

.tw.ti... It is .~n IIOr. pointl••• to .couc.etricaUy

••tillat. this .l..ticity indep.ndently, giv.n the ~ltitude

of .xi.tina ••tillat... The ••nsibl. approach is to ob••rv.

that the ••tillat.. t.nd to .how a _11, .~n .lightly

ne..ti~, .l..ticity. Becaus. the illpact of SFAS 106 on

the GNP-PI is larg.r for high.r labor .upply .l..ticitie.,

a value of 0.0 v.. cho••n .0 .. not to under.tat. the

t.pact on GNP-PI. Furth.rIIOr., the ••nsitivity analy.is

.xplor.d the .ff.ct of e~n higher value. of this

.l..ticity.

It .hould be acknovl•••d that the value of one par_ter,

the pric••l ..ticity of ct.e.and, w.. not dir.ctly calibrat.d

froa a .pecific ••t of data or a .p.cific .et of

.couc.etric .tw.ti... The value of this par_ter wa.

cho••n by ob••rvina that .co~tric .tw.tie. of the de..-nds

for various goods t.nd to find pric. el..ticiti•• of dell&lld

on the order of one, or ...ll.r. For instance, the ETI

r.port on page 16 cit.. a price el..ticity of deaand of



J. Gatto, et. ale of AT&T. Because price ela.ticitie. of

delland tend to be ...ller for broader categories of goods,

the price ela.ticitie. of de.and for .ector. 1 and 2 in the

Gochrins model (which account for about 2/3 and 1/3 of

private .ector output, . re.pectively) are mo.t likely

...ller than one. The baseline calculation used an

elasticity of 1.5 because experu.ntation with the model

indicated that the effect of SFAS 106 on GNP-PI i. (1) not

very .ensitive to the price elasticity of dell&nCi, and (2)

hi&her for higher value. of the price elasticity of delUnd.

Therefore, to provide a cushion a..inst under.tating the

effect. on GNP-PI, the value of the price ela.ticity of

ete.and vas purpo.ely .et hi&her than the likely true value

of thi. elasticity.

The ITI report co..,lains that only -after much eva.ion- (p.

14) did the Kay, 1992 Godwins ".ponae to Paragraph 16 of

the FCC Order of Inve.tiption and Suapenaion ada1t that

ita IIOdel is not econoMtrically e.tbated. The fir.t

parqraph of the Kay ".ponae .tate. that the original

Gochrins "port contained .nou&h infor-.tion .0 that a

..ll-trained profe••ional econoai.t could r.produc. the

uu.arical r ••ult. of the .acroeconoaic IIOdel. Th•••cond

paragraph b.gins by pointing out that it would be h.lpful

to contrast th. model in the Gochrins Report with

conventional larg.-.cal••hort-run .cono..tric for.ca.ting

IIOdela. This is clearly not evuiv•.

Having addr••••d th. IT1 r.port' • .isr.pr••entation of

calibration, w. now discus. th. frw nUllb.r.d all.g.d

naw•.
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1%1 Copttptiop ­
(P.ge 16)

h,p9Q'. -

"GocSwina choo.e (.ic) the wrong kind of model to ev.luate
the .ff.ct. of FAS 106."

According to ETI, • l.rg.-.c.l. co_rci.l econoMtric

~del would have be.n pr.fer.bl. to • cl•••ic.l gener.l

.quilibriua ~del for the purpo.e of .nalyzing the i~.ct

of SFAS 106. nt. Kay, 1992 Goclvina ae.ponae to P.r.gr.ph

16 of the FCC Order of Inve.tigation .nd Suapenaion hu

.lr.acly .cIdr••••d in detail the choice of • cl...ic.l

g.ner.l equilibriua ~del r.th.r than • l.rge-.c.h

c~rci.l .conoMtric for.cuting IIOdel. ITI hu .lr••dy

c~l.in.d on p.g. 14 that th.t r ••pona. cont.ined

"duplic.tion of ..t.ri.l froa the F.bruary report" .0 that

di.cUI.ion will not b. r.p••t.d h.r.. It should b. not.d,

how.v.r. that the GocSwina Report liat.d five de.irable

crit.ri. for. aodel to uae in .cIdr••• ing the iJIp.ct of

SFAS 106. The cl•••ic.l g.Mr.l .quilibriua IIOclel uaed in

the GocSwina a..port ....t ••11 five of th••• crit.ri•• but u

point.d out in the GocSwina Re,pona. to P.r.gr.ph 16,

larg.-.c.b c~rci.l .conoMtric for.ca.ting aoclela f.il

to ....t .t l.ut two of th••• crit.ri•.

ITI'. dbcUl.ion on p.g•• 16-18 .dda nothing of .ub.tanee

to the b.ue of choo.ing an .ppropri.t. type of IIOdel. Th.

di.tinction dr.wn on page 16 b.tw••n ..th...tic.l aodel.

and ~del••xplicitly de.ip.ed to b. e.ti.-ted with actual

data .gain r.ve.b the .uthor.' ianorance of the burg.oning

8aCroeconoaic lit.r.tur. on quantit.tive g.ner.l

.quilibri\. IIOdeb. (S••••peci.lly the .entenc. on page

16: "Th.y .r. de.ip.ed and .tw:lied to inve.tigate a

conc.pt qualitativ.ly not qu.mt.1t.t.1v.ly." [italic. in

original]). nt••uthor. wut•• f.w par.gr.ph! on p.g•• 17

and 18 deriding the IIODOpoli.tic c~etition in the

Blanehard-Kiyotaki IIOdel. Appar.ntly they h.ve f.iled to

re.liz. that monopolistic co~.tition is one ••pect of the
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m Cgpt'll1jiqp ­
(P.ge 18)

"'POP" -

I'll Cgp,.ptigp ­
(P.ge 19)

"'POP" -

Bl.nehard-K1yotak1 model that is not present in the

adapt.tion of this model u.ed in the Godwins Report.

"The kay nUlllric.1 p.rUltars of the model are invented by
Godwina and not e.timated from .ny economic datab•••. "

Ther. 1. nothing n.w in thi. f.l.. • •••rtion th.t ~ not

.1r••cly b••n .ddr••••clin thb Supp1._nt.1 Report. All of

thb materi.1 1n thb f.b. _ ••rtion b • r.p.tition b••ed

on the ignorance of c.1ibr.tion by the author. of the ETI

R.port.

"The Godwina mocle1 .rroneou.1y _.u.e. th.t workar. clo not
.v.luat. the v.lue froa po.t-r.tir.-nt b.nefit. and that
.-p1oy.r. clo not vi.w th••• b.nefit. a. curr.nt co.t•. "

P.I' 19 of the ETI r.port .tat•• "The funu..nt.l Godwina

_.uaption i. that -.p1oy.r. who p.y th••e post-r.tirement

b.nefits clo not nov consicler th.. 1.bor costs." Thb

quot.d ••nt.ne. pr.suaably meana that the Godwins R.port

_S\llllS that, in the abs.ne. of SFAS 106, emp1oy.rs clo not

r.cogniz. post-retirllllnt b.nefits as current co.ts. The

r ••son for thb .ssuaption is that the Godwins Report

.tt-.pt.cl to take a conserv.tiv. .ppro.ch wh.r.ver

possibl.. In this p.rticu1.r cont.xt, conaerv.tive me&lUl

auardinl .gainst unclerst.ting the 1JIp.ct of SFAS 106 on

GNP-PI. Equiv.l.ntly, the .ppro.ch w_ to err on the .ide

of overst.ting the 1JIp.ct on GNP-PI. Now if one argues

that in the .bs.ne. of SFAS 106 .mploy.rs and .mploye••

fully r.cogniz. post-r.tir.ment b.n.fits, th.n the

introduction of SFAS 106 woulcl have no eff.ct on any

pric.s, and the GNP-PI would b. unaff.ct.d. ThUl, GNP-PI

woulcl provicle .bsolut.ly no recov.ry to Pric. C.p LEC, who

would then b. entitl.d to se.k 100' recovery of the

iner.... in co.ts due to SFAS 106 bec.u.. Price Cap LECs

h.v. not been able to recover the.e costs in the past.
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m tres-Slm ­
(Pal. 20)

....... -

However, to the extent that SFAS 106 fot'JIAlizes and focuses

att.ntion on future po.t-r.tir_nt liabiliti.s, and to the

.xtent that fima carry larl.r liabilities on th.ir balance

sbeets and thus fac. hip.r costs of borrowins, the

introcluction of SFAS 106 will l.ad to an incr.... in

recopized current costs. How larle is the increase in

co.ts? u explained above, the cons.rvativ. approach

dictat.s that ve overstat. the eff.ct of SFAS 106 on

GIl-PI, so for ..croecoaa.ic purpos•• ve treat all of the

additional SFAS 106 expense .. a cost.

·"xt, the Godvins IIOdel incorrectly us•• an outdated
fuactional for. to repre••nt the production function for
the ec0nollY.·

Althoup the Cobb-DeNal.. production function v.. first

used Mr. than 60 years alO, it is still widely us.d in

quantitative ecema.ic analysi., and one of ita ..jor

pr.dictions - - that factor shar•• ar. constant over t1Jle -­

••_ to hold up vell in U.S. data. It is true that durins

the 1970. there v.. a fiurry of activity to l.neraUze the

Cobb-Dou&l.. production f1.mction, and this flurry included

e.tt.Ation of the tranalol production function cit.d in

footnote 48 of the ITI report. 'ftl. tranalol production

fUDCtion is considerably Mre I.neral than the Cobb-Doullas

production function, but this added I.n.rality co.s at a

coat. 'ftl. tranalol production function has lI&I1y mor.

Par...ters to ••tt.At. or calibrat., and the quality of

&&&r.lAte data on input. ..y be sufficiently poor to make

e.tiaates of th.s. additional par_ter. unreliabl.. It is

worth notinl that wh.n th••e additional par_t.rs are

.qual to z.ro, the tranalol production function beco.s a

Cobb-DoUS1.. production function. In practic., esti..t.s

of 1I&I1y of th••• additional par_t.rs have larle standard

.rror. and are not significantly different fro. zero at
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standard confidence levell (saa Ernat R. Bemdt. Iha
Pr.ctice of IcpnQMtric.; C1•••ic and Cpnti.pr'a. Reading

Kaa••chUlett,: Addison-Vealey Pub111hing Co .• 1990. Table

9.2 p. 473). In .ddition. the e.tiJlated e1••ticity of

.ub.titution between c.pit.l and l.bor. in a four-factor

trlDllog production function pre.ented by Bemdt on p. 475.

11 0.97. which 18 very clo.e to the el••ticity of

.ub.titution of 1.0 that i. characteri.tic of the

Cobb-Douala. production function.

The ITt report clo.a. it. critic1l. of tha Ule of the

Cobb-Douglu production function on page 21 with the

sentence, "Althoulh it 11 not clear how .ignificant the

bias 18 fro. the Ule of the Cobb-Dougla. _del, it 18 clear

that the analy.i. involve. .t.plified a'.u.ptioDi dating

back over 60 year•. " It 11 worth noting that not only doe.

tha ITt report adait that the .ignificance of the bi.. i.

uncle.r, it doe. not .peculate on the direction of any

biu. The only thing that 11 clear to the author. of the

ITt report 11 that the Cobb-Douelu production function 18

ovar 60 ye.r. old. Intare.tingly enoush. tha .ource cited

in the ITt report .tate. that tha trlDllog production

function introduced in 1970 11 "identical to the production

function cODiidered by Heady several decade. earlier."

(Bamdt, p. 458)

Parhap. the ba.t re,poDia to tha critici.. rai.ed by the

BTl report i. contained in a 1988 book by Zvi Griliehe.

(for.er Cbairun of tha Dapart:llant of leono.ie. at Harv.rd

Univar.ity, 1984 Vice Pre.ident of the ~riean leono.ie

AI.ociation. 1965 winner of the John Bate. Clark Medal for

tha be.t eeono.i.t under tha age of 40. and Fellow of the

Econo..trie Society who.e di.tingui.hed e.reer hal been

devoted to tha .tudy of productivity): "There 18 a1l0 the

i,.ue of functional fora for the e.t1mated production
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I'll C.tgtiqp ­
(Pag. 21)

"'R9P'. -

functiona and the associat.d productivity computations. I

could n.v.r take this rana. of is.ue.s.riously." (Zvi

Grilich•• , t.sbno101X, Edusatipn. and Prpductiyity, N.w

York: Ba.il Blackw.ll Inc., 1988, pp. 306-307.)

"Finally, the Godwins lleport ignor.. the usual unc.rtainty
that i. ...ociat.d with .urv.y r ••ults ....ur.d by
calculat.d .tandard .rror•. "

Thi. critici.. appli.. to the actuarial analy.i. and has

be.n addr••••d on pp. 10-11 of thi. Suppl...ntal lleport.
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r. ""POD" to HiletlllJl'9'1I COMIpt by HCI

leI Cgp,CWigp, ­
(P'I' 6,
.nd FN 8)

"'PAP" -

-If .xol.noUi tr••tatnt 18 .ffordtd to on. portion of the
e~na.tionP.ctal" an ",..etrie.l r.l.tionahip will b•
• fforded carri.r. under· pric. cap. . Thil vill allow
c.rri.r. to off.r incr....d OPD, for which th.y vould
r.c.iv••xol'noUi tr••e.tnt, .nd deer.... oth.r fora. of
cOllp.na.tion.' (footnot. 8: In f.ct, th. USTA .tue:ly it••lf
pr.dict•••1ail.r .ituation wh.r. SPAS-l06 co.t. incr•••• ,
the w'I' r.t. in the .c0nollY will f.ll, off••tting th.
iner.... in labor co.t....oci.t.d vith SFAS-I06.)-

H.r. it i ••ppropri.t. to co...nt only on footnote 8.

In th. Godwina a.port pr.p.r.d for USTA, th. introduction

of SFAS 106 le.elI to • r.duction in the v.g. r.t., r.l.tiv.

to the wal' rat. that would have pr.vail.d in th. ab••nc.

of SPAS 106. Th. f.ll in the vag. r.t. iI D2t a

cona.quene. of -an ..,-trical r.lationahip [that] vill b.

affordtd earri.r. under pric. cap•. - Th,v'I' r.t. f.ll.

for All fira. in th. .conollY, .v.n tho.. fira. that do not

off.r OPD. cov.r.d by SPAS 106. Th. pr.diet.d nationwide

fall in th. w'I' rat. iI • ..rat .quilibri\a ph.nOlllnon

r.n.cting th. nationwidt f.ll in th. demand for l.bor at

any liv.n wal' rat•••••xplaintd on pal' 24 of th. Godwina

Rtport. Btcaua. th. f.ll in the wag. rat. is an

.quilibri\a ph.nolllnon. it 18 b.yond the control of any

.ingl. fira or ...11 group of firlll.
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